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BALANCE OF PAYMENTS AND TRADE 
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Imports from US -- 1977 (millions of dollars): Oilseeds (primarily soybeans) $329.8; 
Corn $215.7; Coal $84.8; Organic Chemicals $81.8; Tobacco $69.9; Data Processing 
Equipment $68.8; Iron and Steel Scrap $67.5; Machinery N.E.C. $56.8. 


Exports to US -- 1977 (millions of dollars): Footwear $231.2; Canned Vegetables $85.2; 
Petroleum Products $71.2; Tires $69.5; Iron and Steel Plate $49.8; Books $19.6; Motor 
Vehicle Parts $17; Olive Oil $17. 


Year-end exchange rates: 


1976, 68.31 to 1; 1977, 81.65 to 1. 


Percentage change based on original data in pesetas. 


Provisional 
Estimate 
MAJOR SOURCES: "Indicadores de Conyuntura", I.N.E.; monthly bulletin of the Bank 


of Spain; Encuesta de la Poblacion Activa; "Foreign Trade Statistics," Finance 
Ministry. 





SUMMARY 


The transformation of Spain into a democracy has progressed steadily 
during the last two years, and will soon complete another fundamental - 
ly important phase with approval of a new constitution. Before this 
transformation began, the Spanish economy was given a major shock by 
the energy price rises and world recession which followed the 1973 
Arab 011 embargo. As Spaniards concentrated on the political future 
of their country the necessary economic adjustments were put off, 

and inflation and balance of payments deficits got steadily worse. 


The deterioration of the economy continued until the second half of 
1977 when, after years of relative inaction, the government - with 
the support of all of Spain's major political parties - instituted 
an effective stabilization program which also contained broad struc- 
tural reforms. First came devaluation and tightened monetary policy. 
Then, in October, came a Moncloa Pact covering a wide range of 
economic and social measures. The key measures of this pact were 
limits on the growth of the money supply and restraints on wage 
hikes. The measures taken have shown very favorable results, 
although the necessary austerity has brought close to zero growth 
and rising unemployment. The present belt-tightening must extend 
through 1979 if it is to set the economy on a sound course. 


The current situation of the economy is clear from the data. The 
year 1977 was probably the worst one in recent times for Spain's 
economy. Inflation topped 26 percent. The balance of payments 
deficit on current account was 2.5 billion dollars, and could have 
been twice as large had the stabilization program not been insti- 
tuted in mid-1977. Unemployment rose 1% during the year to 6.3%. 
The data for 1978 prove that the economic measures are working. 
In the first five months of this year prices have been held to a 
15% annual increase. The 1978 balance of payments deficit is 
expected to be under one billion dollars. Unemployment, however, 
remains a growing problem. 


Spain is a major industrial nation - one of the world's top 10 in 
terms of industrial production. In spite of the present economic 
retrenchment Spain remains one of the principal markets for American 
exports. The United States Expaqrt-Import Bank counts Spain as its 
largest customer. Our agricultural products find a large, fairly 
Stable market here. There are clear signs that investors are moving 
from a "wait and see" attitude towards one of greater activity. 
American bankers are pleased with the prevailing economic strategies. 
U.S. and other foreign banks recently were allowed to open branches 
in Spain. 


American products which will enjoy-a particularly strong reception 
in the Spanish market include equipment for health care, electrical 
power, computerization and process control. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Economic Problems of Recent Years 


Since the 1975 death of General Franco, Spain has made steady progress 
toward a democratic government. Last year's democratic elections - 
the first in 41 years - were a watershed. The drafting of a new 
national constitution is almost completed, and approval by national 
referendum is expected for this fall, Elections at the municipal 

and national levels will follow. 


The delicate political metamorphosis delayed adjustment to the economic 
Situation which followed the 1973 Arab oi] embargo and the subsequent 
world recession. By the time that the first democratic elections were 
held in June 1977 the economy was experiencing runaway inflation, an 
unsustainable balance of payments deficit and substantial unemployment. 
Economically Spain was in worse shape than at any time since the 1959 
economic liberalization and reform program and the beginning of the 
tourist boom helped launch Spain into the prosperous 1960's, 


Inflation has been Spain's major economic malady for four years, and 
the leading factor was an easy money policy. This policy facilitated 
accelerating wage increases, and postponed adjustment to worsened post- 
0il embargo terms of trade and to domestic economic problems. The 
growing money supply led to artificially high demand, an "“over-heated 
economy." As consequences, the Spanish Gross Domestic Product (GDP) 
grew faster in 1975 and 1976 than elsewhere in Europe, but prices 

rose 20 percent in 1976 and 26 percent in 1977. 


In spite of the rapid artificially stimulated growth, unemployment 

has been a growing problem in recent years. It reached a high of 4.2% 
in 1975, another record 5.3% in 1976, rising to 6.3% in 1977 and 7.0% 
in the first quarter of this year. These figures do not reflect the 
additional problem of the underemployed who in the first quarter of 
this year represented another 1.4% of the work force. 


The roots of unemployment are inflation and investor uncertainty, 

a rigid labor code, the dried-up foreign demand for Spanish 

workers, a high birth rate by European standards and, more recently, 
a low growth rate. 


The jobless are well represented in all sectors of the economy and 
all regions of the country, but particularly in Andalucia. As 

in other European nations, a major proportion of the jobless are 
seeking their first employment. Nearly 60% of the unemployed are 
under 25 years of age. Despite increased public works expenditures 
and attractive tax incentives for job creation, unemployment rates 
are expected to increase further, as an unpleasant side effect of 
the battle against inflation. 
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Rising unemployment has not checked wage hikes which, facilitated 
by the expansionary monetary policy pursued until September 1977, 
have been a major cause of inflation. Following significant in- 
creases in the early 1970's, average hourly wages in industry and 
services rose 28% in 1975, another 33% in 1976 and 24% last year. 
Even after adjustment for the rising, double-digit inflation 
during this period, the real wage increases were large and not 
justified in terms of productivity, which stagnated because of 
the slow growth of the economy. 


Hourly wage data do not include the steep and rising employer 
contributions to social security during this period. The combined 
effect of climbing wages and social security charges has distorted 
relative factor costs against the abundant labor supply and, 
although Spanish wages remain below the European average, has 
helped to slow investment in the economy. 


Spain's persistent balance of payments deficits have been a major 
economic problem. For many years Spain's exports have covered 

only about half of its import needs, but before the world oil price 
hikes of 1974 this trade deficit was offset by substantial foreign 
currency earnings from tourism, remittances by Spanish workers 
abroad and new foreign investment in Spain. The increases in 

world oil prices raised Spain's import bill and indirectly led to 
lower revenues from tourism, emigrant workers and foreign investors, 
To make matters worse, growing inflation led to an overvalued peseta, 
which subsidized imports and reduced the attractiveness of Spanish 
exports. The resulting balance of payments deficitswere financed 
by foreign loans and depletion of the foreign exchange reserves, 

In July 1977 capital flight and speculation finally forced a 
substantial peseta devaluation, and since the devaluation there 

has been a steady improvement in the balance of payments. The 
current account deficit fell from an alarming 4.3-billion dollars 

in 1976 to 2.5 billion dollars in 1977. 


The Stabilization Program: Heralded as the Best Course of Action 


Following last year's historic June 15 elections, the government 
moved decisively, if belatedly, to address the deteriorating 
economic situation. The first step, a major and overdue devaluation 
of the Spanish peseta, was undertaken on July 12, 


The remainder of last summer was devoted to the design of an austerity 
program and structural reforms for the national economy. Some of the 
structural reforms, particularly those involving the financial system, 
were implemented immediately by decree, It was announced in September 
that the fight against inflation demanded a reduction in the rate of 
annual growth of the money supply (M3) from 21 percent to 17 percent 
by the end of 1977, 
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In October all of the nation's leading political parties signed the 
Moncloa Pact on economic policy, which committed the signatories to 

the support of the austerity and reform measures planned for 1978. 

the pact specifically limits the growth of money supply this year to 

17 percent and places restraints on wage hikes. Limited price controls 
and fiscal restraint were among the other measures included in the pact. 


The principal decree-law implementing the Moncloa Pact incomes policy 
restrains 1978 increases in total wages and salaries (and associated 
social security and fiscal charges) of each private and public 
enterprise to 20 percent, or 22 percent if increases for seniority 
and promotions are included, All enterprises are encouraged. to 
distribute their salary hikes in such a fashion as to allow the 
lowest-paid workers to have higher percentage increases than those 
given to higher-paid workers and managers. 


These salary limits are mandatory for all public sector employees. 

In the case of private firms, both the enterprise and its employees 
have to pay a price for exceeding the global limits: the firm loses 
all government-granted "credit and fiscal advantages," including tax 
rebates to exporters, and obtains the right to fire up to five 
percent of its work force. 


Good Results From the Austerity Program, Manageable Side Effects 


The successful implementation during the first half of 1978 of the 
Moncloa Pact monetary and incomes policies has scaled down the 
nation's economic problems and caused economists, bankers and poli- 
ticians to show more optimism about the medium term future. 


Inflation, the principal symptom of these problems, has dropped from 
26.4% in 1977 to an annual rate of 15% during the first five months 
of this year. Inflation is not expected to exceed 17% for the full 
year. The goal for 1979 is to reduce the inflation rate to 10%, and 
this appears realistic. 


Due to the cooling off of the economy, real national income (GDP) is 
expected to grow by somewhat above 1 percent this year, compared tec 
last year's 2.4% rise. The slower growth makes it impossible for the 
time being to arrest the climbing unemployment of recent years, but 
government measures have made it more attractive to employ first- 
time job seekers and workers in depressed areas. 


The balance of payments situation is also improving. Last year's 
major devaluation of the peseta and continued foreign borrowing have 
helped to bring an avalanche of foreign currency to Spain. Spanish 
exports are continuing a strong growth pattern while imports are 
being restrained by the low level of domestic demand, Foreign 





Page 8 


tourist revenue is up. As a result, the balance of payments deficit 
on current account for 1978 will be much lower than in any year since 
1973, and may be under one billion dollars. Foreign reserves reached 
a record 7.3 billion dollars in May, Foreign lenders are now quite 
willing to finance the Spanish foreign debt, which is under $15 
billion. 


On a more technical level, during the first half of 1978 there have 
been moderate adjustments to the monetary and fiscal policies out- 
lined in last year's Moncloa Pact. One major factor has been the 
unexpectedly quick narrowing of the balance of payments deficit. 
This, together with continued foreign borrowing, led to a rapid rise 
in foreign exchange reserves which added to the money supply. 
Another factor which has in recent months added to the money supply 
is the growing fiscal deficit. These upward forces on the money 
supply caused the Spanish central bank on June 20 to increase the 
reserve ratio by one half percent and to sharply curtail rediscount 
lines and short term loans for private financial institutions, As 
these measures take hold there could be some increased tightness 

of credit to the private sector, 


A current topic of public discussion is the possible updating of 
the Moncloa Pact. Although the pact includes goals for 1979, this 
year's results have been so good that there are voices calling for 
a further acceleration of the economic program. There is also 
considerable debate on additional measures which could alleviate 
unemployment, such as larger investment tax credits, increased 
public works construction and further relief for business from 
the burden of supporting the national social security system. 


The Business Environment 


Economic policy has given price stabilization priority at the expense 
of accentuating recessionary trends. Measures of business activity 
reached new minimums at the first of this year as businesses reacted 
to the prospect of two or three years of low domestic demand. Profits 
were slimmer, investment fell to well below the necessary re;lacement 
level, and capacity utilization slid to 79% in the first quarter. 

As the government has restrained the growth of the money supply, 
credit to the private sector has been held to even less than the 17% 
called for in the Moncloa Pact, As a result business financing has 
recently become somewhat more difficult. 


New investment is required; Spanish industry needs to modernize and 
to make structural changes in order to establish a more efficient pro- 
duction structure. Spanish businesses, while remaining cautious, are 
now also beginning to lose their major reason for withholding invest- 
ment in the previous two years: political uncertainty, A poor 
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profit picture and tighter money are apparently the primary restraints 
at this time. Foreign investors in Spain are more optimistic and 
are already expanding outlays for new investment. 


A need for newer technology and more modern equipment is not the only 
spur to new investment. Wage costs have risen substantially over the 
last decade, even if they remain relatively low by European standards. 
Businesses are especially concerned about labor laws which make 
layoffs nearly impossible. These Franco-era laws, they point out, 
hamper consolidation and discourage employment-generating investments, 
As a consequence new investment frequently takes the form of imported 
labor-saving equipment. 


Ties to the U.S. and Future Membership in the European Common Market 


The sizable U.S. business investments here are larger than those of 
any other foreign nation, and more than 12 percent of Spain's imports 
are from the United States. Last year Spain imported more than $2 
billion worth of goods from our country. A broad range of relations 
between the United States and Spain are the subject of a 1976 Treaty 
of Friendship and Cooperation. The two governments are currently 
negotiating a treaty to provide relief from the double taxation of 
income. 


The European Commom Market (EEC) is Spain's principal trading partner, 
although none of its member countries sells more to Spain than the 

U.S. It has now been agreed that Spain itself should become a full 

EEC member, and membership negotiations are expected to begin in 1979. 
These negotiations are unlikely to be completed before 1982. Following 
the actual accession of Spain to the EEC, there will be additional 
agreed transition periods during which tariffs will be mutually dise 
mantled and EEC norms adopted by Spain, 


IMPLICATIONS FOR THE UNITED STATES 


The continued slow pace of economic activity forecast for Spain in 

1978 suggests that the general level of imports will remain constant 

or increase only slightly. Nevertheless, Spain remains a major, at- 
tractive market for U.S. products, with the position of price-sensitive 
U.S. goods improved slightly by the weakening of the dollar vis-a-vis 
the peseta since the mid-1977 devaluation. 


The substantial and relatively smooth transition to democracy, plus 
the improvement in basic economic indicators described above has 
resulted in an increased optimism among foreign businesses close to 
the scene. This is not to deny that major questions remain to be ade 
dressed (such as approval of a new constitution). Nevertheless, 
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even in June 1977, a survey indicated an increased level of capital 
expenditures by majority-owned affiliates of U.S. companies in Spain, 
expected to total U.S. $643 million in 1978. 


Opportunities for increased exports exist in a number of Sectors. 
Current plans for construction of additional schools and of 

low-cost housing imply increased purchases of building and con- 
Struction equipment. The equipping of these educational institutions 
plus the strengthening of university science programs provides in- 
creased opportunities for the sale of U.S, research and instruction 
equipment. Spanish energy policy calls for the accelerated develope 
ment of domestic energy resources, increased R&D on energy sources 
and the optimization of the electrical transmission and distribution 
systems. This should provide sales opportunities for on and off- 
shore drilling equipment, coal mining equipment, laboratory and 
scientific instruments, and process control equipment. 


A solid market for U.S. goods continues for agricultural commodities, 
data processing equipment, laboratory instrumentation, organic 
chemicals, and iron and steel scrap. 


U.S. companies interested in selling to Spain should contact the 
nearest district office of the U.S. Department of Commerce. The 
American Chamber of Commerce in Spain is also willing to assist U.S. 
companies entering the Spanish market or seeking to expand sales here. 
The Chamber's headquarters are located at Edificio Torre de Barcelona; 
the Chamber also has an office in Madrid located in the Hotel Euro- 
building, Office 9-A, Calle Padre Damian 23. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








Commerce 
District 
Offices 


Albuquerque, 87101, (505) 766-2386 
Anchorage, 99501, (907) 265-5307. 
Atlanta, 30309, (404) 881-7000. 
Baltimore, 21202, (301) 962-3560. 
Birmingham, Ala., 35205, (205) 254-1331. 
Boston, 02116, (617) 223-2312. 

Buffalo, N.Y., 14202, (716) 842-3208. 


Charleston, W.Va., 25301, (304) 343-6181, Ext. 375. 


Cheyenne, 82001, (301) 778-2220, Ext. 2151 
Chicago, 60603, (312) 353-4450. 
Cincinnati, 45202, (513) 684-2944. 
Cleveland, 44114, (216) 522-4750. 
Columbia, S.C., 29204, (803) 765-5345. 
Dallas, 75202, (214) 749-1515. 

Denver, 80202, (303) 837-3246. 

Des Moines, 50309, (515) 284-4222 
Detroit, 48226, (313) 226-3650. 
Greensboro, N.C., 37402, (919) 378-5345. 
Hartford, 06103, (203) 244-3530. 
Honolulu, 96813, (808) 546-8694. 
Houston, 77002, (713) 226-4231. 
Indianapolis, 46204, (317) 269-6214. 

Los Angeles, 90024, (213) 824-7591. 
Memphis, 38103, (901) 521-3213 

Miami. 33130, (305) 350-5267. 
Milwaukee, 53202, (414) 224-3473. 
Minneapolis, 55401, (612) 725-2133. 

New Orleans, 70130, (504) 589-6546 
New York, 10007, (212) 264-0634. 
Newark, N.J., 07102, (201) 645-6214. 
Omaha, 68102, (402) 221-3665. 
Philadelphia, 19106, (215) 597-2850. 
Phoenix, 85004, (602) 261-3285. 
Pittsburgh, 1 (412) 644-2850. 
Portland, Ore., 97205, ($03) 221-3001 
Reno, 89502, (702) 784-5203. 

Richmond, Va., 23240, (804) 782-2246. 
St. Louis, 63105, (314) 425-3302. 

Salt Lake City, 84138, (801) 524-5116. 
San Francisco, 94102, (415) 556-5860. 
San Juan, P.R., 00902, (809) 753-4343, Ext. 4555. 
Savannah, 31402, (912) 232-4321, Ext. 204. 
Seattle, 98109, (206) 442-5615. 


Country 
Marketing 
Managers 


Commercial and economic information on most trading part- 
ners of the United States is available from the U.S. Depart- 


ment of Commerce. 


A Country Marketing Manager is responsible for a country 
or group of countries as listed below. Assistance or informa- 
tion about marketing in these countries may be obtained by 
dialing these key people directly: 202-377 plus the given 


extension. 


Area Extension 


Africa 


Algeria, Libya, Morocco, Tunisia 
Remainder of Africa (except Egypt) 
Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic countries 
Spain, Portugal, Switzerland and Yugoslavia 
United Kingdom and Canada 


Far East 


Australia and New Zealand 
Fast Asia and Pacific 
Japan 

Southeast Asia 


Latin America 


Brazil, Argentina, Paraguay and Uruguay 

Mexico, Central America, and Panama 

Remainder of South America and Caribbean 
countries 


Near East 


Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 


Peoples Democratic Republic of Yemen, Qatar, 


Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 
Iran, Israel, Egypt 


Eastern Europe 
USSR 
Peoples Republic of China 


5767 
3865 


4504 
5228 
3944 
3848 
2795 
4421 


3646 
5401 
2425 
poce 


$427 
2314 


2995 
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